participation;
3 creating markets for environmental goods and services; 4 and using market-based instruments (MBI). The latter form the focus of this article as the National Treasury recently released a draft policy paper for discussion Mechanisms to engage civil society include: mandatory public participation procedures; information disclosure requirements; and the conclusion of voluntary environmental management agreements. 4
Mechanisms to create these markets for environmental goods and services include: introducing tradable permits and rights schemes and using international offset systems. 
90/118
deposit-refund systems; and targeted subsidies. This article considers the contents of the Draft Policy Paper, focusing specifically on the various options it proposes for implementing and extending the current use of MBI as environmental regulatory tools in South Africa.
Why the move towards market-based instruments?
In general, markets provide an efficient means of allocating scarce resources, although not necessarily the most equitable. Prices determined in a competitive environment theoretically create incentives for all participants to maximise the productive use of resources. However, some markets fail to value, or accurately value, environmental goods and services which lead in turn to environmental concerns being accorded insufficient consideration in everyday market activities. 10 Where this occurs, there is a strong rationale for some form of government intervention through which the institutions operating in the market can be influenced and encouraged to practice more efficient resource use and/or mitigate the environmental externalities caused by their activities.
MBI seek to alter the relative prices that individuals and companies face in the provision and use of environmental goods and services and, accordingly, potentially impact on the decisions made in relation to them. The nature, type and design of MBI can support and discourage certain values and behaviour, thereby playing an important role in helping to ensure that economic growth and development are sustainable and that activities that impose high social and economic costs in environmental terms are discouraged. Therefore, in addition to raising revenue, they can achieve other objectives, namely to mould human 7 An 'environmentally-related tax' is defined as 'a tax whose base is physical unit that has a proven specific negative impact on the environment'. National Treasury 
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Revenue generated by these taxes and charges is not generally earmarked for expenditure on environmental management objectives.
There are, however, certain exceptions to this rule where the imposition of the tax or charge is directly related to achieving an environmental outcome and/or generated revenue is dedicated to achieving such an outcome. Firstly, an incentive exists for manufacturing and using alternate environmentally friendly fuels such as biodiesel in that the general levy for these fuels is rebated by forty 
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The National Treasury acknowledges that although generating revenue, achieving environmental outcomes strongly influenced the design of the majority of current environmentally-related taxes and charges and many of these instruments currently have positive environmental outcomes. 46 Raising revenue and changing taxpayer behaviour do not appear to be mutually exclusive and the National Treasury recognises that there is great potential to improve the environmental outcomes and behavioural incentives created by current environmentally-related taxes and charges and to introduce new ones. 47 However, prior to intervening in market relations, government must have a clear rationale for doing so and must be confident that the benefits generated from an intervention outweigh any associated costs. Inherent in this enquiry is an analysis of the underlying source of market failure and a consideration of what form of intervention would be most appropriate. The Draft Policy Paper highlights four main forms of policy intervention, namely: using markets; creating markets; environmental regulation; and engaging civil society.
These are comprehensively discussed in the Draft Policy Paper and summarised in Table 1 
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Paper prescribes certain guidelines for selecting the appropriate form of intervention. 50 These are, however, very broadly framed as a tailored and stylised solution is likely to be required for each specific environmental objective.
Extending the use of market-based instruments in South Africa
Within the above context, the Draft Policy Paper outlines various specific tax reform options which the National Treasury is of the opinion could contribute towards meeting both fiscal and environmental objectives. These relate exclusively to revenue-raising environmentally-related taxes and charges and are divided into four main options, namely: reforming existing environmentallyrelated taxes and charges in the transport and solid waste sectors; introducing new environmentally-related taxes in the electricity and waste water sectors;
reforming legal aspects of non-environmentally-related taxes with perverse environmental incentives and creating incentives to improve environmental outcomes.
Reforming existing environmentally related taxes and charges

Transport sector
Vehicle emissions cause significant environmental externalities as a result of oil spills, refinery and vehicle emissions. Vehicles are powered by fuel and with the exception of the rebate accorded to biodiesel, the general fuel levy is currently not specifically designed to mitigate or account for these externalities.
Nonetheless, the price of fuel indirectly operates as an incentive to reduce these externalities as higher fuel taxes tend to discourage the use of private similarly be subject to any reformed excise duty scheme. Thirdly, provincial transport levies and fees, currently based on the net weight of the vehicle, could similarly be reformed to include environmental criteria such as those discussed above.
Solid waste
The Draft Policy Paper considers four broad ways through which environmentally-related taxes and charges can be used to improve waste management practices by minimising production and encouraging recycling and re-use. First, by taxing a particular product or product component, incentives can be created to reduce the amount of waste generated. Currently, the only environmentally-related product tax is the levy imposed on plastic The main environmental externalities related to these products relate to their disposal rather then their use and imposing product-related taxes on such products holds potential to minimise their production. A second method is to introduce a comprehensive deposit-refund system in terms of which a refundable charge is imposed on certain products at point of sale. Although not providing incentives for waste avoidance or minimisation, they hold potential to encourage the removal of many recyclable products from the disposal stream.
Although certain deposit-refund schemes exist in South Africa, 53 these could be extended to incorporate a range of other products such as batteries, reusable chemical containers, tyres, car bodies and electronic products.
The above two options could be complemented through a third mechanism, Unifying these approaches and imposing differential tariffs 54 Current practices range from: basing waste tariffs on land value, income or plot size; imposing no tariffs and funding waste management services through property tax; to usercharges based on the frequency of collection or size of container.
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according to the latter criteria, hold great potential for encouraging waste minimisation, re-use and compositing. 
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National Water Act 36 of 1998. The potential of implementing similar charges in the context of atmospheric emissions, effluent discharge into the marine environment and noise pollution also should be explored further. 
Reforming legal aspects of non-environmentally-related taxes with perverse incentives
Tax incentives to improve environmental outcomes
The Draft Policy Paper considers various broad overlapping categories of tax incentives for possible implementation in South Africa, as a means to directly encourage certain activities, including those geared toward achieving environmental outcomes.
Promoting environmental outcomes through alternate state revenue allocation mechanisms
The allocation of state resources towards achieving environmental outcomes is a complex issue, particularly in developing countries where other socioeconomic imperatives often prevail over their environmental counterparts. The Draft Policy Paper considers two main alternatives for increasing state expenditure on environmental objectives, namely, environmental funds and earmarking. Environmental funds 68 can be used as an effective tool to achieve environmental management, but are on the decrease internationally and the National Treasury is of the opinion that where environmental considerations are sufficiently reflected in government's budgeting process, it is difficult to see how environmental funds can offer any value.
An alternate approach is introducing earmarked taxes 69 which already exist in various non-environmentally-related contexts in South Africa.
70
used as an incentive for landscape protection where, for example, incentives are offered to landowners to hold land for conservation purposes. Alternatively, the imposition of property tax can lead to landscape degradation where, for example, it makes conservation one of the highest taxed land-uses and compels landowners to increase the economic productivity of their land through cultivation or development. The National 68 'Environmental Funds' are financial mechanisms set up to achieve certain environmental objectives and can be structured in many different ways, namely: endowment funds (fund that spends only interest income thereby preserving the capital); sinking funds (fund that spends its entire capital over a fixed period); and revolving funds (fund that receives new income on a regular basis to replenish the initial capital). 
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Treasury believes that earmarked taxes are generally not a viable option due to the constraints they impose on the budget process and the rigidities that tend to follow from earmarking which can lead to the inappropriate allocation of resources. In addition, the Draft Policy Paper concludes that international experience has shown that earmarking taxes is almost universally ineffective in raising the level of expenditure on the service for which the tax is earmarked and, therefore, it should not be assumed that earmarking revenue streams will provide straightforward solutions to more complex budgeting problems.
However, given the financial crises facing many environmental departments and the general environmental crises facing South Africa, government should seriously re-evaluate its current budget allocations and/or reconsider introducing environmentally-related earmarked taxes to specifically fund environmental objectives, given the apparent success of earmarking in raising revenue in other contexts.
Rehabilitation funds/guarantees
The use of rehabilitation funds and guarantees are commonplace internationally and are on the increase in South Africa. 
Revision of specific tax provisions to encourage conservation
Finally, it is recognised that individuals, communities and companies are integral players in conserving South Africa's rapidly depleting natural resources but that few incentives exist which encourage them to do so. The Draft Policy
Paper therefore considers a range of amendments to existing tax provisions 
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which would potentially encourage individuals, communities and companies to play a more active role in this regard. These are exceptionally broad in their ambit and include extending: the range of conservation organisations qualifying for income tax deductions in respect of income received or accrued by them; the value and range of donations to conservation organisations and activities which are tax deductible; the value and range of donations to conservation causes which are exempt from donations tax and the value and range of property transfers fostering conservation which are exempt from transfer duty and estate duty. 76 Given that the efforts of private individuals and conservation organisations could reduce the burden on government significantly to fund and implement an array of conservation activities, these proposals should receive serious consideration.
Conclusion
The release of the Draft Policy Paper is a significant development in the context of environmental regulation. It reflects a clear recognition on the part of government of the potential complementary value that MBI offer to the traditional command-and-control approach. However, like all tax-related instruments, the proposals set out in the Draft Policy Paper will need to conform to generally accepted principals of good taxation, particularly the principles of efficiency, equity, certainty, simplicity and cost minimisation. 
